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FINANCIAL T HIGHLIGHTS 


Retail sales. 

1967 

$531,659,244 

1966 

$535,478,274 

1965 

$493,672,948 

1964 

$480,305,705 

1963 

$457,291,813 

Earnings: 






Before Federal income taxes 

12,984,115 

13,656,394 

11,738,060 

10,199,513 

10,072,577 

Net for year. 

7,024,115 

7,479,331 

6,412,855 

5,737,790 

4,901,281 

Earnings per common share 

2.48 

2.63 

2.26 

2.02 

1.71 

Dividends per common share 

1.40 

1.35 

1.15 

.875 

.80 

Retained earnings for year.... 

3,025,000 

3,610,970 

3,113,301 

3,221,261 

2,540,188 

Depreciation . 

5,987,945 

5,585,726 

5,190,232 

4,788,528 

4,428,998 

New property, plant and 






equipment (net) . 

1,993,178 

4,064,431 

5,209,257 

2,832,420 

4,426,630 

Working capital . 

36,413,131 

34,095,751 

33,985,049 

34,233,714 

34,184,190 

Total assets . 

104,015,717 

100,176,795 

96,788,645 

94,815,987 

91,789,030 

Long-term debt. 

. v » * 

12,405,000 

13,348,000 

14,250,000 

15,100,000 

15,950,000 

Preferred stock . 

1,560,000 

1,740,000 

1,740,000 

1,860,000 

1,920,000 

Common stockholders' equity 

57,910,320 

54,863,914 

51,143,526 

47,807,082 

44,432,407 

Equity per common share.... 

20.64 

19.48 

18.20 

17.08 

15.95 

Number of common 






shares outstanding . 

2,805,307 

2,816,307 

2,809,382 

2,798,574 

2,785,648 













TO OUR STOCKHOLDERS 


Sales in the 52-week period ended December 30, 1967, were $531,659,244, and earnings, 
after provision for taxes on income, were $7,024,115, equal to $2.48 per share on com¬ 
mon stock. A comparison with recent years is shown in the operating highlights on the 
opposite page. 

Although we did not exceed the record results of 1966 for the year as a whole, we 
are encouraged by the fact that in the final 28 weeks of 1967, both sales and earnings 
were at the highest level of any such period in your company's history. We attribute this 
to improved controls within our organization and the sale of several non-contributing 
stores, plus a rise in consumer spending. 

Present indications point to a continuation of the trend in consumer spending, and, 
barring a change in the general economy, we expect our 1968 sales to reach a new record 
high, and earnings should exceed those of 1967. 

We plan to open a minimum of 22 new retail food stores in 1968. Food manufactur- 
ing operations which have become increasingly profitable in the past several years also 
will be expanded. Our newest manufacturing facility, under construction in Lexington, 
N. C., should be in production by mid-summer with a new and complete line of jams, 
jellies and preserves. The new plant is located on a large tract of land which provides 
ample room for future expansion into other manufacturing and processing operations. 

During 1967, your company opened 14 new retail food stores and sold or closed 22 
older units. At year end, there were 414 food stores and 13 drug stores in the following 
states: Alabama, Florida, Georgia, Kentucky, Maryland, North Carolina, Ohio, South Caro¬ 
lina and Virginia. The drug stores operate under the name of Galaxy. 

Our Cincinnati and Columbus Divisions have been consolidated into a single Midwest 
Division comprising all of our Albers supermarkets in Ohio and Northern Kentucky. The 
resulting economies and increased efficiencies are expected to have a favorable effect 
on our 1968 operations in this area. 

Ernest F. Boyce, an executive with more than 30 years experience in all phases of the 
retail food and drug business, including the last three as vice president of Colonial, was 
elected president and a member of the Board of Directors in May of 1967, following the 
resignation of Carl J. Reith. A. J. Long of Cincinnati, was elected vice chairman of the 
Board of Directors. 
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William H. McChesney was named corporate controller of the company in January 
of 1968. 

Hunter C. Phelan of Virginia Beach, who served as Colonial's first president in the 1940's 
and since has given valuable service as a member of the Board of Directors, retired in 
1967. Dr. Noah Langdale, Jr., president of Georgia State College in Atlanta, was elected 
a director of the company in February of 1968. 

The company has been purchasing its common stock to provide additional treasury 
shares and for distribution to certain employees under our bonus incentive program. We 
plan to continue these purchases under restrictions designed to minimize any effect on 
the market. 

Cash dividends totaling $1.40 on common stock and $2.00 on the 4% preferred were 
paid in 1967. This was our twenty-seventh year of uninterrupted dividends. 

On behalf of the Board of Directors, the officers of your company and its more than 
12,000 employees, we express appreciation for your continued interest and support. 


March 6, 1968 




Chairman of the Board 


)/U\J^ 


President 


ACCOUNTANTS' REPORT 


Peat, Marwick, Mitchell 8c Co. 

ACCOUNTANTS AND AUDITORS 
BANK OF GEORGIA BUILDING 
ATLANTA, GEORGIA 30303 


The Stockholders and the Board of Directors 
Colonial Stores Incorporated: 

We have examined the consolidated balance sheet of Colonial Stores Incorporated 
and subsidiaries as of December 30, 1967 and the related statements of consolidated 
earnings, stockholders' equity and source and application of funds for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing proce¬ 
dures as we considered necessary in the circumstances. 


In our opinion, such financial statements present fairly the financial position of 
Colonial Stores Incorporated and subsidiaries at December 30,1967 and the results of their 
operations for the year then ended, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year. Also, in our opin¬ 
ions, the accompanying statement of source and application of funds presents fairly the 
information shown therein. 


February 5, 1968 
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STATEMENT OF CONSOLIDATED EARNINGS 

Year ended December 30, 1967 with comparative figures for 1966 



1967 

1966 

Net sales . 

$531,659,244 

535,478,274 

Cost of sales. 

413,701,862 

416,254,175 

Selling, general and administrative expenses. 

105,446,252 

105,902,473 


519,148,114 

522,156,648 

Operating profit . 

12,511,130 

13,321,626 

Other income (net)—gain and loss on disposal of 

equipment, interest and sundry receipts. 

990,294 

898,302 


13,501,424 

14,219,928 

Interest expense on long-term debt. 

517,309 

563,534 

Earnings before Federal income taxes and 
investment credit . 

12,984,115 

13,656,394 

Provision for Federal income taxes (note 2): 



Current (net of investment credit: 1967, 

$238,208; 1966, $376,452). 

5,840,372 

6,079,673 

Deferred—through use of accelerated 
depreciation for tax purposes. 

184,638 

162,400 

Amortization of investment credit. 

(65,010) 

(65,010) 

Total provision for Federal income taxes. 

5,960,000 

6,177,063 

Net earnings (note 2). 

.. $ 7,024,115 

7,479,331 

See accompanying notes to consolidated financial statements. 





3 































ONSOLIDATED 


December 30, 1967 with comparat 


ASSETS 

Current assets: 

Cash . 

Certificates of deposit and short-term notes, at cost_ 

Cost of properties under construction (to be sold 
under lease-back arrangements) . 

Receivables, less allowance for doubtful items, 

$62,049 (1966, $39,595) . 

Inventories of merchandise, stated substantially 
at lower of cost (first-in, first-out) or 
replacement market . 

Inventories of supplies, at cost. 

Prepaid and deferred expenses. 

Total current assets. 

Sinking fund for retirement of cumulative preferred 
stock (note 1) . 

Investments and sundry assets, at cost. 

Property and equipment, at cost (note 2): 

Land and buildings . 

Fixtures and equipment . 

Transportation equipment . 

Improvements to leased premises. 

Construction in progress . 

Less accumulated depreciation . 

Net property and equipment. 

Unamortized long-term debt expenses. 


December 30, 

December 31, 

1967 

1966 

$ 4,026,522 

5,961,075 

12,037,193 

9,269,784 

364,171 

85,000 

2,849,994 

2,458,984 

41,204,244 

38,707,924 

898,721 

870,420 

1,086,371 

1,048,123 

62,467,216 

58,401,310 

11,063 

101,445 

265,469 

331,849 

7,680,319 

7,096,654 

52,981,338 

52,418,694 

8,323,580 

8,183,627 

8,823,656 

8,097,052 

416,199 

435,887 

78,225,092 

76,231,914 

37,026,531 

34,980,324 

41,198,561 

41,251,590 

73,408 

90,601 

$104,015,717 

100,176,795 


See accompanying notes to consolidated financial statements. 
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BALANCE SHEET 


e figures as of December 31, 1966 


LIABILITIES & STOCKHOLDERS' EQUITY 

Current liabilities: 

Accounts payable . 

Accrued expenses . 

Federal and State taxes on income (note 2). 

Current portion of long-term debt (note 3). 

Total current liabilities . 

Long-term debt (exclusive of current portion): 

3 3 /s% and 3 3 A% unsecured promissory notes, payable 
$650,000 annually to 1972 and $7,150,000 in 1973. . .. 

4.90% sinking fund debentures, due May 1, 1977; 
$200,000 redeemable annually to 1976 through 
sinking fund (note 3). 

Total long-term debt (exclusive 

of current portion) . 

Deferred Federal income taxes and investment credit 
(note 2) . 

Noninterest bearing unsecured one-year promissory notes, 
renewable annually at company option. 

Stockholders' equity: 

4% cumulative preferred stock of $50 par value per share 
(note 1). Authorized and issued, 31,200 shares. 

Common stock of $2.50 par value per share (note 4). 
Authorized 4,000,000 shares; issued 2,832,238 shares 
(1966, 2,825,638 shares) . 

Capital in excess of par value of capital stock. 

Retained earnings (notes 2 and 5). 

Less common stock held in treasury, 26,931 shares 
(1966, 9,331 shares), at cost. 

Total stockholders' equity. 

Commitments and contingencies (notes 6 and 7). 


December 30, 

December 31, 

1967 

1966 

$ 15,309,035 

13,082,387 

8,218,873 

7,802,408 

1,876,177 

2,770,764 

650,000 

650,000 

26,054,085 

24,305,559 

9,750,000 

10,400,000 

2,655,000 

2,948,000 

12,405,000 

13,348,000 

3,804,543 

3,637,553 

2,281,769 

2,281,769 

1,560,000 

1,740,000 

7,080,595 

7,064,095 

5,795,139 

5,677,306 

45,726,043 

42,381,754 

60,161,777 

56,863,155 

691,457 

259,241 

59,470,320 

56,603,914 

$104,015,717 

100,176,795 





































STATEMENT OF CONSOLIDATED STOCKHOLDERS' EQUITY 

Year ended December 30, 1967 with comparative figures for 1966 



1967 

1966 

Preferred stock (note 1): 



Beginning of year. 

$ 1,740,000 

1,740,000 

3,600 shares retired during year. 

180,000 

— 

End of year. 

1,560,000 

1,740,000 

Common stock: 



Beginning of year. 

6,600 shares issued under stock option plans 

7,064,095 

7,045,533 

(7,425 in 1966)—(note 4). 

16,500 

18,562 

End of year. 

7,080,595 

7,064,095 

Capital in excess of par value of capital stock: 



Beginning of year. 

Net difference between cost and par value of 

5,677,306 

5,572,825 

cumulative preferred stock retired through 

sinking fund (note 1) . 

29,264 


Excess of consideration received over par value 



of common stock issued under stock option 
plans (note 4). 

88,569 

104,481 

End of year. 

5,795,139 

5,677,306 

Retained earnings (notes 2 and 5): 



Beginning of year. 

Adjustment to beginning balance resulting from 

42,381,754 

38,770,784 

examination of prior years' income tax 

returns (note 2). 

319,289 

— 

Beginning balance, as adjusted. 

42,701,043 

38,770,784 

Net earnings for the year. 

Dividends paid: 

7,024,115 

7,479,331 

Cumulative preferred stock: 



4% series ($2.00 per share). 

(62,778) 

(67,243) 

Common stock (1967, $1.40; 1966, $1.35 per share).. 

(3,936,337) 

(3,801,118) 

End of year. 

45,726,043 

42,381,754 

Cost of common treasury shares: 



Beginning of year, 9,331 shares (1966, 8,831 shares).... 

(259,241) 

(245,616) 

17,600 shares reacquired during year (1966, 500 shares).. 

(432,216) 

(13,625) 

End of year, 26,931 shares (1966, 9,331 shares). 

(691,457) 

(259,241) 

Total stockholders' equity . 

$59,470,320 

56,603,914 


See accompanying notes to consolidated financial statements. 
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STATEMENT OF SOURCE AND APPLICATION OF FUNDS 

Year ended December 30, 1967 with comparative figures for 1966 


Funds provided: 

1967 

1966 

Net earnings. 

Add charges against earnings not requiring funds: 

$ 7,024,115 

7,479,331 

Depreciation and amortization . 

Provision for deferred income taxes—net of 

5,987,945 

5,585,726 

investment credit amortization (note 2). 

119,628 

97,390 

Amortization of deferred debt expense. 

Loss on sales and abandonments of property, 

17,193 

18,461 

plant and equipment . 

174,110 

274,600 


13,322,991 

13,455,508 

Less dividends paid. 

3,999,115 

3,868,361 

Funds provided by operations. 

9,323,876 

9,587,147 

Proceeds from sale of property, plant and equipment... 
Proceeds from sale of common stock under employee 

1,243,794 

842,380 

stock option plans (note 4). 

105,069 

123,043 

Increase in noninterest bearing notes. 

— 

4,941 

Decrease (increase) in sinking fund. 

90,382 

(79,038) 

Decrease (increase) in investments and sundry assets... 

66,380 

(113,199) 

Funds applied: 

$10,829,501 

10,365,274 

Additions to property, plant and equipment. 

6,610,331 

9,338,947 

Redemption of preferred stock (note 1). 

150,736 

— 

Decrease in long-term debt (note 3). 

943,000 

902,000 

Purchase of common stock. 

432,216 

13,625 

Increase in working capital. 

2,317,380 

110,702 

Internal Revenue Service examination—net (note 2).... 

375,838 

— 


$10,829,501 

10,365,274 


See accompanying notes to consolidated financial statements. 


































NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

December 30, 1967 


(1) PREFERRED STOCK 

Preferred stock is redeemable at par value and accrued divi¬ 
dends, plus premiums of $.50 a share if redemption is voluntary 
or $.25 a share if redemption is for sinking fund purposes. 
Preferred stock is retired through the sinking fund at the rate 
of 1,200 shares annually. Requirements for retirements have 
been met for 1968 and 1969. 

(2) FEDERAL TAXES ON INCOME 

Depreciation of fixtures, equipment and transportation equip¬ 
ment acquired new since 1954 has been recorded in the ac¬ 
counts by the straight-line method, whereas for Federal income 
tax purposes the company has used accelerated methods of 
depreciating these assets. The reductions in current Federal in¬ 
come taxes resulting from this policy have been deferred, by 
charges to income and credits to deferred Federal income 
taxes. Portions of these provisions will be restored to income 
in years when depreciation recorded in the accounts exceeds 
that allowable for tax purposes. 

The investment tax credits for years ended after 1963 have 
been taken directly into income as a reduction of Federal in¬ 
come tax expense. In prior years, such credits were deferred 
and are being amortized over the estimated useful lives of 
the qualified assets; the unamortized portion ($258,843) is com¬ 
bined with deferred Federal income taxes on the accompanying 
consolidated balance sheet. 

An examination of the Federal income tax returns for 1963 
and 1964 was completed by the Internal Revenue Service 
during the year ended December 30, 1967. The examination 
resulted in an additional assessment, including interest, in the 
amount of $549,835. The additional tax resulted principally 
from capitalization of certain items previously expensed by 
the company and adjustment of the rate of amortization on 
improvements to leased premises. 

As a result of these adjustments, beginning retained earnings 
have been increased in the amount of $319,289, of which 
$200,765 applies to the year 1963 and $133,328 applies to the 
year 1964. The effect on subsequent years was not significant. 

(3) REDEMPTION OF 4.90% SINKING FUND DEBENTURES 

During the year ended December 30, 1967, redemptions of 
4.90% sinking fund debentures were made to satisfy future 
years' sinking fund requirements as follows: 


1968 (remaining requirement) $148,000 

1969 (partial) 145,000 


$293,000 

(4) RESTRICTED AND QUALIFIED OPTIONS TO PURCHASE 
COMMON STOCK 

At December 30, 1967, options granted to certain officers and 
employees to purchase 73,441 shares of the company's com¬ 
mon stock were outstanding under the 1961 and 1966 re¬ 
stricted and qualified stock option plans. Under these plans, 
1,425 shares and 8,750 shares respectively are available for 
future grants. These plans are summarized as follows: 


Plan 



Option 

Market 
Price at 

Shares 

Year 

Years 

Price 

Date Granted 

Under 

Year 

Granted 

Exercisable 

(Per Share) 

(Per Share) 

Option 

I960 

1960 

1961 to 1970 

$14.75 

15.50 

_ 

1961 

1961 

1962 to 1971 

19.50 

20.50 

11,250 

1961 

1962 

1963 to 1972 

16.00) 

17.25) 

16.50) 

18.00) 

3,791 

1961 

1964 

1965 to 1969 

22.13) 

24.50) 

22.13) 

24.50) 

3,900 

3,550 

1966 

1966 

1966 to 1971 

25.00 

25.00 

20,450 

1966 

1967 

1967 to 1972 

23.00 

23.00 

30,500 

73,441 


In accordance with the requirements of the Internal Revenue 
Code, options totaling 27,000 shares granted to certain op¬ 
tionees at an option price of $23.00 per share are not exer¬ 
cisable until options granted to them in 1966 at $25.00 per 
share have been fully exercised or expire in 1971. 

Changes in exercisable shares on option during 1967 were as 
follows: 


Year Granted 


1960 

1961 

1962 

1964 

1966 

1967 


Balance, Dec. 31, 1966 
Changes during 1967: 
Options which became 

5,000 

3,750 

411 

2,850 

6,050 


exercisable 

— 

1,850 

786 

1,700 

6,350 

700 

Options exercised 

(5,000) 

(625) 

(475) 

(500) 

— 

_ 

Options cancelled 

— 

— 



(4,400) 

— 

Balance, Dec. 30, 1967 

— 

4,975 

722 

4,050 

8,000 

700 


(5) RETAINED EARNINGS 

Provisions of the indentures relating to long-term debt contain 
restrictions as to payment of cash dividends; $13,200,000 of 
retained earnings are free of such restrictions at December 
30, 1967. 

(6) RETIREMENT PLAN FOR EMPLOYEES 

The company has a non-contributory pension plan covering 
substantially all employees. Total pension costs charged against 
operations in 1967 amounted to $450,000, which includes 
amortization of prior service costs over a period of thirty 
years. Due to the excellent performance of the pension 
fund assets in the past, the company may or may not fully 
fund the annual cost. The current and future years' pension 
costs will be contributed at such time as additional funding is 
required to maintain the fund at an actuarially determined 
sound financial condition. At January 1, 1967, all vested bene¬ 
fits were fully funded. 

(7) COMMITMENTS AND CONTINGENCIES 

Leases in effect at December 30, 1967 (488 in number) on 
store properties, parking lots, warehouses and office buildings 
require a minimum annual rental for 1968 of approximately 
$9,407,500 plus, in some cases, real estate taxes and other ex¬ 
penses, or increased amounts based on percentages of sales. 
All of these leases will expire during the next 25 years; in the 
normal course of business, however, it is expected that leases 
will be renewed or replaced by leases on other properties. 
Net rent expense on leased properties for 1967 amounted to 
$9,313,560, including (where applicable) real estate taxes, other 
expenses and additional amounts based on percentages of 
sales. 

Scheduled minimum annual rentals and periods of expiration 
of leases in force at December 30, 1967, are as follows: 


Minimum 


Leases 

Number 

Annual 

Expiring 

of Leases 

Rentals 

1968-1970 

115 

$1,265,500 

1971-1977 

226 

4,142,500 

1978-1992 

147 

3,999,500 


488 

$9,407,500 
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